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INDUSTRIAL  MARKET  SUMMARY  AMD  CONCLUSIONS 

NATIONAL  MARKET 

Strong  Market  Overall: 

National   indicators  point  to  continued  strength  in  the  industrial  real   estate 
market.    Forecasts  reveal   moderate  gains  in  lease  prices,  dollar  volumes  and 
absorption.     Steady  demand  and  little  construction  of  new  facilities  will  continue 
to  tighten  the  market.     Demand  will  remain  strong  for  smaller  industrial   properties. 

High  Tech  Softening: 

Demand  for  high  tech  space  has  been  and  will  continue  to  soften.     Warehousing  and 
distrioution  retains  the  largest  market  snare,  while  absorption  of  manufacturing 
space  is  increasing. 

SU3UR3AN  MARKET 

Low  Vacancy  Rate- 

Tne  suburban  industrial   real   estate  market  is  tightest  in  toe  Route  128  area  and 
softens  beyond  this  area,  with  an  overall  suburban  industrial   vacancy  rate  of  4.3%. 
Suburban  rent  levels  ($4.00  -  $7.00/SF  gross)   exceed  Boston's  rent  levels  ($2.00  - 
$6.00/SF   gross). 

Reasons   for  Locating  in  Suburbs: 

Migration  of  Boston  firms  to  tie  suburbs  is  attributed  to  tne  availability  of  more 
functional   [single  story)   space  as  well   as  parking,  and  cost  factors  sucn  as 
insurance  and  maintenance.     Labor  is  abundant  in  the  suburbs  to  tie  soutiwest  while 
shortages  exist  in  the  suburbs  to  the  nortiwest.     Although  some  companies  perceive 
Boston  taxes  as  being  high,  the  enactment  of  Proposition  2  1/2  has  equalized  tax 
rates  in  Boston  and  suburoan  areas.     Boston  can  address  the  needs   for  open  land 
where  single  story  buildings  may  be  constructed  by  making  new  industrial  park  space 
available  and  for  cost  competitiveness  by  emphasizing  low  cost  financing  available 
tnrough  EDIC. 

BOSTON  MARKET 

Market  Segmentati on : 

Tne  industrial  real   estate  market  within  Boston  has  become  segmented  into  two 

distinct  submarkets  with  gross  rent  levels  in  the  $2.00  to  $5.00/SF   range  and  the 

$7.00  to  $19.00/SF  range.     The  Higher  end  of  tne  market  is  being  leased  to  back 

office  and  R&D  space  users.     This  transition,  which  has  occured  within  the  last 

three  years,  is  limiting  tie  amount  of  space  available  to  traditional   industrial 

users. 

Rental  Rates: 

The  gross  median  rental  rate  for  traditional   industrial   properties  is  $4.00/SF. 
This  represents  a  45%  increase  since  1932.     The  gross  median  rental  rate  for  oack 
office  and  R  4  D  properties  is  S12.00/SF. 
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Reasons  for  Locating  in  Boston: 

Although  in  some  instances  the  suburban  industrial   space  is  in  competition  with 
industrial   space  within  the  city,  the  industrial   market  is  segmented  and  for  some 
firms  the  two  markets  are  mutually  exclusive.     Companies  located  in  the  suburbs 
service  a  broader  area.     Many  firms  in  Boston  are  location  sensitive  to  suppliers 
and  customers  located  within  the  city.     Companies  in  Boston  have  an  established 
labor  force  and  some  have  neighborhood  loyalty  which  makes  suburban  locations  less 
desirable.     Locating  in  the  city  enables  companies  to  be  central  to  transportation 
facilities.     A  comparison  of  suburban  and  city  industrial  park  tenants  revealed  that 
the  city  houses  more  fledgling  companies.     For  these  fast-growing  companies  to 
continue  to  locate  in  Boston,  inexpensive  industrial   space  must  remain  available. 
Since  it  is  not  economically  feasible  for  the  private  sector  to  develop  inexpensive 
industrial   space,  the  public  sector  must  assist  in  the  provision  of  affordable 
industrial   properties. 

Space  Shortages: 

Space  shortages  in  the  smaller  and  larger  industrial   property  categories,  the  low 
vacancy  rate  and  steady  demand  suggest  the  need  for  procuring  and  increasing 
industrial   space  within  the  City.     The  urgency  of  addressing  the  need  for  industrial 
space  is  heightened  by  the  widespread  conversion  of  industrial   space  to  commercial 
uses  for  which  developers  receive  much  higher  rents. 


BOSTON'S  INDUSTRIAL  REAL  ESTATE  MARKET 

Information  Sources: 

Boston's  current  industrial  real  estate  market,  and  the  market's  future  outlook  were 
assessed  by  studying  market  conditions  within  the  nation,  Boston  suburbs  and  City  of 
Boston.     The  national  market  conditions  were  provided  by  the  Society  of  Industrial 
Realtors'    (SIR)   Industrial   Real  Estate  Market  Survey  Spring/Summer  1985. 
Information  pertaining  to  the  suburban  market  was  obtained  from  the  Spaulding  and 
SI  ye  Industrial  Market  Survey,  the  SIR  study,  and  Brune  Levering,  Sales  Manager  at 
Col  dwell  3anker. 

The  industrial  real   estate  market  within  Boston  was  evaluated  on  the  basis  of  rent 
and  occupancy  levels.     This  information  was  derived  from  the  Boston  Si tefinder,  the 
SIR  Study,  and  Col  dwell  Banker's  Industrial  Vacancy  Index  of  the  United  States  - 
June  30,  1985.     Tne  Boston  SiteFinder  is  an  EPIC  publication  which  lists  available 
industrial   properties  in  Boston. 

Market  trends  were  established  by  comparing  past  EOIC  studies  with  current  data. 
The  synthesis  of  this  information  provided  conclusions  regarding  the  industrial  real 
estate  market  within  Boston  and  the  market's  future  outlook. 

National  Trends: 

o  According  to  SIR,  the  national  industrial  real  estate  market  remains 
healthy  due  to  the  strength  of  the  U.S.  economy  and  the  overall  real 
estate  industry. 

o        The  SIR  survey  indicated  that  dollar  volumes  of  sales  and  leases  have 
increased  over  the  past  year  with  warehousing  and  distribution  being 
the  largest  market  segment. 

o        Rental   rates  have  remained  stable,  particularly  for  larger 

properties.     Smaller  and  high  technology  properties  have  increased  in 
price  by  1    to  10  per  cent. 

o        In  terms  of  the  composition  of  absorption,  manufacturing  has  increased 
while  warehousing/distriDution  and  high  technology  activities  have 
declined  slightly.     However  the  dollar  volume  of  sales  and  lease  for 
warehousing  and  distribution  remains  substantial,  accounting  for  5  out 
of  10  square  feet  of  industrial    space  sold  or  leased. 

o        The  industrial  real  estate  market  continues  to  tighten  up  and  vacancy 
rates  are  low  with  the  exception  of  high  tech  space.     There  is  a 
notable  shortage  of  smaller  industrial   properties. 

o        The  SIR  vacancy  study  revealed  that  there  are  moderate  space  shortages 
in  the  less  the  5,000,  5,000  -  20,000,  and  20,000  -  40,000  square  foot 
ranges,  while  the  market  is  predominantly  balanced  in  the  60,000  - 
100,000  and  100,000  or  more  square  foot  ranges. 


o        There  has  been  little  construction  of  new  industrial   facilities. 

o        Tne  outlook  for  the  market  in  the  next  12  months  is  optimistic  with 
lease  prices,  dollar  volumes  and  absorption  increasing  at  moderate 
paces,  as  well  as  continued  availability  of  mortgage  money  and  stable 
interest  rates. 

Boston  Suburban  Market: 

o        According  to  SIR,  suburban  gross  rent  levels  are  in  the  S4.00/SF  to 
$7.00/SF  range. 

o        The  Spaulding  and  Slye  survey  indicated  that  lease  prices  are  $9.50  - 
$10.50/SF  triple  net  for  RAD  facilities  and  $5.50  -  $6.2  5/SF  for  light 
manufacturing  "shell   space". 

o        Prices  have  remained  relatively  unchanged  from  last  year's  lease 

prices.     Concessions,  such  as  free  rent  and  rent  escalation  caps,  are 
becoming  more  prevelant,  creating  a  decline  in  effective  rents. 

o        Occupancy  levels  have  declined  over  the  last  12  months.     The  decline 
is  attributed  to  an  increase  in  development  activity  ratner  than  a 
decrease  in  absorption  rates. 

o        Col  dwell  Banker  indicated  that  the  suburban  vacancy  rate  for  single 
story  industrial  space  is  4.3%.     The  vacancy  rate  was  determined  on  a 
175  million  SF  base.     Coldwell  Banker  defines  the  suburban  market  as 
contiguous  to  Route  123  up  to  Route  495.   When  multi -story  RAD  space 
is  also  considered,  the  vacancy  rate  increases  to  5.5%.     There  are 
7-1/2  million  SF  of  industrial   space  availaole  and  2.2  million  SF  of  R 
&  D  space. 

o        Demand  in  the  Route  128  market  continues  to  be  strong. 

o        A  1982  EDIC  Survey  estimated  median  gross  rents  outside  Boston  to  be 
&2.50/SF,  below  the  typical  rent  of  $2.75/SF  within  Boston.     Tne 
recent  findings  indicate  that  the  $4.00  median  gross  rent  within 
Boston  is  below  the  $4.00  -  $7.00/SF  gross  suburban  range.     The 
current  lower  rental  rate  in  Boston  is  attributable  to  the 
predominance  of  multi-story  buildings  in  Boston  versus  single  story 
more  efficient  space  in  the  suburbs.     The  previously  lower  suburban 
rents  are  attributable  to  the  abundance  of  space  and  economic 
uncertainty  at  that  time. 

o        According  to  Coldwell   Banker,  the  migration  of  industrial   firms  to  the 
suburbs  will   continue.     The  migration  is  attributed  to  the 
availability  of  more  functional,  single  story  space  as  well  as  parking 
in  the  suburbs.     Costs  are  often  lower  for  sucn  items  as  taxes, 
insurance,  and  maintenance.     Coldwell  Banker  research  suggests  that 
there  is  an  abundance  of  labor  in  the  suburbs  to  the  southwest  and  a 
shortage  of  labor  in  northwestern  suburbs. 


Lower  costs  1n  suburban  areas  mentioned  above  are  often  counteracted  by 
higher  acquisition  and  rental   costs  along  Route  128.     However,  more  distant 
locations  and  areas  south  of  Boston  often  have  competitively  priced  land 
and  ouilding  space.     These  lower  priced  locations  have  been  attractive  to 
relocating  and  expanding  Boston  firms. 


Boston  Market: 


EDIC  Market  Data 


The  3oston  SiteFinder  was  used  to  determine  median  gross  rental  rates  for  industrial 
properties  within  the  3oston  neighborhoods  and  for  the  City  overall.     Since  the 
Boston  SiteFinder  lists  the  available  industrial  properties  in  Boston  by 
neighborhood,  tne  accuracy  of  the  neighborhood  median  rental  rate  is  contingent  upon 
how  significant  a  sampling  of  properties  are  listed  for  each  neighborhood.     The 
city-wide  median  is  based  on  a  substantial  numoer  of  properties,  and  is  tnerefore  a 
reliable  measure  of  the  median  lease  price. 

In  reviewing  the  rental  rates,  two  distinct  market  segments  emerged.     The  first 
segment  commands  rents  in  the  $2.00/SF  to  $6.00/SF  range,  whereas  the  second  segment 
commands  rents  in  the  $7.00/SF  to  S19.00/SF  range.     Properties  in  tne  first  market 
segment  house  manufacturing  firms. 

Properties  in  the  second  market  segment,  which  have  traditionally  been  leased  by 
industrial  users,  are  presently  being  leased  by  back  office  and  R&D  space  users.     A 
survey  with  these  property  owners  revealed  the  following  types  of  tenants: 
import/export  brokers,  freight  forwarders,  airlines,  teletypesetters,  lithographers, 
engineers,  architects,  accountants,  film  processors,  back  office  for  banking  and 
computer  industries  and  showrooms  which  in  some  cases  adjoin  related  office  and 
production  functions. 

The  following  findings  illustrate  the  rental  rates  in  botn  submarkets: 

Manufacturing  Properties 


Area 

Median  Gross  Rental   Rate1 

Boston,  City-wide 

3  4.00/SF 

Allston/Brighton 

$  6.95/SF 

Charlestown 

$  5.42/SF 

East  Boston 

$  4.95/SF 

Jamaica  Plain 

$  4.95/SF 

Dorcnester 

$  4.17/SF 

Fenway /Kenmore 

$  4.00/SF 

South  End 

$  3.87/SF 

Hyde  Park 

3  3.85/SF 

South  Boston 

$  3.70/SF 

Newmarket 

3  3.45/SF 

Roxbury 

$  3.25/SF 

Uphams  Corner/ 

Columbia  Point 

$  2.50/SF 

Back  Office,   RAD  Properties 

Area  Median  Gross  Rental   Rate* 

Boston,  City -wide  $12.00/SF 

East  Boston  $18.00/SF 

Roxbury  S14.95/SF 

Allston/Brighton  S12.47/SF 

Charlestown  $12.00/SF 

South  Boston  $11.20/SF 

Newmarket  S10.45/SF 
Uphams  Comer /Columbia 

Point  $  3.75/SF 

In  1982,  a  similar  survey  conducted  by  EDIC  estimated  Boston's     median  gross  rent  at 
$2. 75/SF.     Median  rent  levels  for  manufacturing  space  have  increased  approximately 
45%  in  the  past  three  years.     The  1932  study  did  not  disclose  any  market 
segmentation.     Nearly  all   properties  were  leased  to  industrial  users. 

Market  Data  From  Other  Sources 

o        SIR's  study  for  the  Boston  area  reported  moderate  shortages  in  the 

following  square  foot  ranges:     Less  than  5,000,  60,000  -  100,000,  and 
100,000  or  more.     Tnese  findings  support  EOIC's  experience. 

o        SIR's  findings  support  a  balanced  market  between  user  demand  and  space 
available  in  the  5,000  -  20,000,  20,000  -  40,000,  and  40,000  -  50,000 
square  foot  ranges. 

o        SIR's  study  revealed  a  moderate  over supply  of  prime  High  Tecnnology 
space. 

o        SIR's  lease  prices  for  city  properties  correspond  closely  to  EOIC's 
information,  with  gross  rents  ranging  from  33.25  to  $5.00/SF. 

o  According  to  SIR,  the  less  than  5,000  square  foot  range  commands  the 
highest  lease  price  per  square  foot  reflecting  the  moderate  shortage 
in  this  space  category. 

o        SIR  reported  a  city  vacancy  rate  of  5.3%. 

o        Coldwell  Banker  sited  Boston  as  one  of  five  cities  in  tne  nation  with 
the  lowest  industrial   vacancy  rates.     {This  vacancy  rate  was 
determined  on  the  basis  of  both  city  and  suburban  properties.) 

*Rental  rates  were  compared  in  gross  terms.     Where  rents  quoted  were  not  gross, 
averages  derived  from  tne  3uilding  Owners  and  Managers  Association's  (30MA) 
puolication  and  from  EOIC's  experience  as  an  operator  of  an  industrial   parx  with  3.1 
million  SF  of  building  space,  were  applied  for  heat,  taxes,  and  operating  expenses 
to  obtain  gross  figures.     The  averages  applied  are  as  follows:  $. 45/SF  -  heat, 
S2.00/SF  -  other  operating  expenses,  $. 50/SF  -  taxes  for  multi-level  ouil dings  and 
$.70/SF  -  taxes  for  single  story  buildings.     When  given  a  rental  range,  the  midpoint 
was  used  to  reflect  the  properties'   rental  rate. 


